Special bulletin no. 19 (1923, May); Library bulletin; Circulating library; Regulations for circulating library; Dividends; Students\u27 accounts; Interest during construction; Municipal departments of finance; Subsidiary companies; Depreciation -- Bill-boards; Cost of construction by American Institute of Accountants. Library and Bureau of Information
University of Mississippi
eGrove
Newsletters American Institute of Certified Public Accountants(AICPA) Historical Collection
5-1-1923
Special bulletin no. 19 (1923, May); Library
bulletin; Circulating library; Regulations for
circulating library; Dividends; Students' accounts;
Interest during construction; Municipal
departments of finance; Subsidiary companies;
Depreciation -- Bill-boards; Cost of construction
American Institute of Accountants. Library and Bureau of Information
Follow this and additional works at: https://egrove.olemiss.edu/aicpa_news
Part of the Accounting Commons, and the Taxation Commons
This Article is brought to you for free and open access by the American Institute of Certified Public Accountants (AICPA) Historical Collection at
eGrove. It has been accepted for inclusion in Newsletters by an authorized administrator of eGrove. For more information, please contact
egrove@olemiss.edu.
Recommended Citation
American Institute of Accountants. Library and Bureau of Information, "Special bulletin no. 19 (1923, May); Library bulletin;
Circulating library; Regulations for circulating library; Dividends; Students' accounts; Interest during construction; Municipal
departments of finance; Subsidiary companies; Depreciation -- Bill-boards; Cost of construction" (1923). Newsletters. 293.
https://egrove.olemiss.edu/aicpa_news/293
[Copyrighted, 1923, by the American Institute of Accountants.] 
American Institute of Accountants 
Library and Bureau of Information 
M A Y 1923, SPECIAL B U L L E T I N N O . 19 
[The Committee on Administration of Endowment authorizes the 
publication of special Bulletins, of which this is one, on the distinct 
understanding that members are not to consider answers given to 
questions as being official pronouncements of the Institute, but merely 
the individual opinions of accountants to whom the questions were 
referred. It is earnestly requested that members criticise freely and 
constructively the answers given in this or any other Bulletin of this 
series.] 
L I B R A R Y B U L L E T I N 
So many requests have been received for copies of the library bul-
letins that it has been decided to print more than are actually required 
for Institute members. These copies will be distributed gratis to 
organizations at the discretion of the Committee on Administration of 
Endowment. The price of copies to persons not entitled to free 
distribution is ten cents each. 
C I R C U L A T I N G L I B R A R Y 
Beginning in June, the library will accumulate a collection of books, 
pamphlets, etc., for circulation. Duplicates of the books most in 
demand, excepting of course out-of-print or very expensive volumes. 
will be acquired and will be available to the membership on the terms 
laid down in the following regulations. Data from reference books not 
available for circulation will be abstracted as heretofore. There may be 
some delay in completing the collection of duplicate copies, but an effort 
will be made to obtain the most important as soon as possible. 
R E G U L A T I O N S F O R C I R C U L A T I N G L I B R A R Y 
Members and associates of the American Institute of Accountants 
may borrow books, pamphlets and magazine articles subject to the 
following regulations: 
(1) Application must be made in writing. 
(2) Books may be retained for a period of two weeks from the 
date stamped in the books. Allowance will be made for time 
lost in delivery. 
(3) Renewal may be granted provided no application from another 
member or associate has been received for the same book. 
(4) A charge of ten cents for each week or fraction of week will 
be made for each book borrowed. Books retained beyond the 
period of two weeks or renewal thereof, shall involve a fine of 
five cents a day, plus three cents for each notice of 
delinquency sent. 
(5) When books borrowed are shipped by mail or express, the 
borrower shall pay the cost of shipment in both directions. 
(6) Charges paid by the library, fees and fines must accompany 
the books when returned. 
(7) The borrower must bear the risk of loss, including the risk 
of transit and must pay the expense of replacing any book 
lost. If a book is damaged, the borrower must pay the 
amount of damage. 
(8) Works of reference, magazines as a whole, and volumes which 
cannot be replaced at all, or without great expense, will in no 
case be included in the circulating library. 
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(9) A non-member shall have the right, subject to the above regu-
lations, to borrow from the circulating library, provided he 
presents a written order from a member or associate who shall 
guarantee payments for fees, carriage, loss or damage. 
(10) In order to facilitate handling of orders, it is requested that 
the following information be given in full: 
(a) Subject.. 
(b) Detail in regard to books as given in Accountant's 
Index. 
(c) As full information as possible for references not 
contained in Accountant's Index. 
(d) If more than one book or pamphlet is desired on any 
subject, borrowers are requested to be as specific as 
possible in description of matter wanted. 
D I V I D E N D S 
With reference to the question and answer on "Dividends" appear-
ing in Special Bulletin No. 17, February, 1923, the Bureau of Informa-
tion has received the following comments: 
The reply states: 
"We know of no accounting theory which countenances the decla-
ration of dividends out of a reserve for depletion." 
Possibly so, but it is a fact that cash distributions are occasionally 
made and charged against depletion reserves. The distributions are 
recognized by the Federal Income Tax Department in Article 1546, 
Regulations 62, 1922 Edition, and are not taxable. 
Whether such "distributions" are legal or whether (in the event 
of a debit balance at surplus account) they would constitute an im-p airment of paid up capital stock and infringe the laws of the state is a legal question dependent on the particular state laws. 
In the state of Washington, for example, it is illegal to declare 
any dividend except out of net profits, or make any distribution which 
would impair the legally authorized capital stock (which in the state of 
Washington must be fully subscribed at the incorporation of the com-
pany as a requisite for a license to do business). This provision of 
course is intended as a safeguard to creditors. 
Privately owned timber companies, however, occasionally make 
cash distributions to their stockholders out of depletion reserves, and 
while apparently illegal before the formal liquidation of the company, 
the directors take the position that, there being practically no liabilities, 
no interests are being prejudiced thereby. 
Permit me to offer the following in addition to the answer given. 
The question presented had to do with the proper method of handling 
dividends paid from depletion reserve, for balance-sheet purposes. 
At the outset, it may be stated that a depletion or depreciation re-
serve, as the terms generally used, measure a hole in an asset. In 
other words they provide the means for informing those interested, in 
terms of money value, just what portion of capital asset has been con-
verted into another form, say cash. In dealing with depletion the fact 
should not be lost sight of that depletion of cost and depletion of value, 
which latter operation brings up realized appreciation, although of the 
same character, require different treatment. Since the question did not 
indicate the presence of a value factor only depletion on cost will be 
considered. Assume the following conditions: 
Producing property (cost) $100,000 Capital stock $100,000 
Less: Depletion reserves 10,000 
$ 90,000 
Cash 10,000 
Total $100,000 Total $100,000 
A dividend is declared payable, in the sum of $10,000 and it is ex-
pressly stipulated that this payment is from depletion reserve. We 
have then: 
Producing property (cost) $100,000 Capital stock $100,000 
Less: Depletion reserve 10,000 Less: Liquidating 
dividend, b e i n g 
dividend declared 
payable from de-
pletion reserve. 10,000 
$90,000 
Cash 10,000 Dividend payable 10,000 
Total $100,000 Total $100,000 
Resolving the transaction down to facts we have, simply, that the 
company has converted certain capital assets into cash, and that the 
board of directors has, by virtue of its action in declaring a dividend 
from depletion reserve, ordered to be transferred from capital account 
to current liabilities the amount of capital converted into cash, as 
measured by the depletion reserve. It is, of course, understood that the 
term dividend is used in a general sense; the payment thereof will rep-
resent a return of capital, and the fact should be very clearly stated. 
S T U D E N T S ' A C C O U N T S 
Q. Wi l l you kindly advise me what is the best method of handling 
the charges to students' accounts in a secondary institution. In other 
words, from what source do these entries come? 
In some institutions they carry a student's charge sheet or book, 
and in others they make the entry through the journal, which takes a 
considerable amount of time. 
Is there such a thing as a students' register which would carry the 
names of all students and to a greater or less extent, take care of all 
charges made during the scholastic year including two semesters. 
A . I understand your correspondent wishes information respect-
ing charges to students' accounts and rather objects, to the use of the 
journal because of the time taken up in such use, and suggests a student 
register, and that this information is required as it applies to secondary 
institutions. 
Our experience is that in any secondary institution where the num-
ber of students is limited, the use of the journal is unobjectionable, the 
time taken in keeping it being inconsiderable, and the opportunity of 
description in connection with the charge being ample. 
Where the number of students is large, however, we have found 
the use of a charge card very satisfactory. A sample used by — — 
University for ten thousand students is given herewith. Classification 
is made by departments, each of which sends to the bursar a list of 
students with the proper charges. This supplies a check on the 
amounts sent in on registration day on the charge card, 
The student first registers in the office of the dean or registrar of 
his particular department, receiving one of these cards with the proper 
charges indicated. He then takes it to the bursar's office and pays the 
charge indicated on card No. 1. Card No. 2 also is retained by the 
bursar from which card is posted the amount of cash paid. It is then 
filed away for reference. 
Card No. 3 also shows the amount paid by the student and is re-
turned to the dean or registrar of his particular department. 
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Card No. 4 supplies the student's receipt for cash paid. 
Where scholarships are granted or any additional charges or credits 
authorized, the system is similar and the ledger cards alphabetically ar-
ranged furnish full details relating to each student. 
In transactions subsequent to the first registration, the items are 
posted to the ledger card containing the first entries, and the cards 
numbered 2. 3, and 4 are used as explained in the first instance. 
Probably an adaptation of this card system might be useful in 
secondary institutions having three or four hundred students. 
I N T E R E S T D U R I N G C O N S T R U C T I O N 
Q. About two years ago we were asked by a firm of investment 
bankers to express our opinion as to how interest charged during con-
struction should be treated in the accounts of a public utility company 
to which they were acting as financial agents. We gave our opinion 
at that time, but the question has come up for consideration again, and 
we are now asked if we can obtain also an expression of opinion from 
some well recognized institute or association on accounting matters. 
We understand that the Institute has an established research de-
partment, and we shall be obliged if you can put the matter before that 
department and advise us of its opinion. 
The following exhibits show an alternative treatment of this in-
terest. 
EXHIBIT "A" 
Operating revenue $600,000 
Operating expenses and taxes: 
Operating expenses $350,000 
Taxes 15,000 365,000 
Operating income 235,000 
Other income 25,000* 
Total income $260,000 
Deductions from income; 
Interest on bonds 90,000 
Interest on notes payable 10,000 100,000 
Net income $160,000 
*Includes $22,500 interest charged during construction, capitalized 
and here credited, this note, however, not being disclosed on the pub-
lished accounts. 
EXHIBIT " B " 
Operating revenue $600,000 
Operating expenses and taxes: 
Operating expenses $350,000 
Taxes 15,000 365,000 
Operating income 235,000 
Other income 2,500 
Total income $237,500 
Deductions from income: 
Interest on bonds 90,000 
Less 
Charged to construction 22,500 
67,500 
Interest on notes payable 10,000 77,500 
Net income $160,000 
6 
A . The Bureau of Information has received the following opinion: 
The regulating bodies having jurisdiction over public utilities as a 
rule specifically authorize the charge to capital of interest on the com-
pany's own or borrowed funds during the period of construction; only 
a few of them direct the treatment to be given to the credit for the 
interest. The instructions which are probably the most authoritative and 
at the same time cover the question are those of the Interstate Com-
merce Commission. 
The Interstate Commerce Commission holds for electric railways 
that when interest during construction is charged, corresponding credit 
is to be made to the account which was charged as such interest ac-
crued; but that if no interest actually accrued or was paid, the credit 
should be made to income from unfunded securities and accounts. 
(Accounting Bulletin No. 14 covering Interpretations of Accounting 
Classifications for Electric Railways—Case 308), 
We are of the opinion that under the conditions regarding the 
charge of interest during the period of construction, which are ap-
proved by the commissions, this ruling of the Interstate Commerce 
Commission is both authoritative and in accordance with sound account-
ing principles. 
M U N I C I P A L D E P A R T M E N T S O F F I N A N C E 
Q. The ————Chamber of Commerce is making a study of 
the city budget and a survey of the various municipal functions. Our 
work, in connection with the department of finance has raised one 
question and it has been suggested that we refer the matter to you for 
your advice. 
The situation in the department of finance is as follows: the offices 
of comptroller, treasurer and purchasing agent are combined and one 
official serves in this triple capacity. This was done with the intention 
of effecting a saving in the salaries paid. Besides this, the city employs 
a local accounting firm to make the audit required by state law. The 
work is continuous throughout the year. 
Does the situation described above conform to sound accounting 
principles? If not have you any suggestion or comment to make? 
A. The combination of the duties of purchasing agent and of 
treasurer is not usually regarded as sound. It is in many ways de-
sirable that the treasurer's duties should be confined to the collection, 
custody and disbursement of cash and the care of securities, etc. 
the comptroller. In some cities, the principal duties of the comptroller 
have to do with the collection of taxes in arrears and the custody of 
tax records of prior years; he has little, if any, responsibility in con-
nection with the audit of accounts. If the duties of the comptroller at 
— are of such a nature their consolidation with those of the 
treasurer is not open to objection. If, however, the comptroller's 
duties include those of audit or of control over the auditor, they should 
unquestionably be held by an officer separate from the treasurer though 
quite properly in the same city department. 
S U B S I D I A R Y C O M P A N I E S 
Q. A foreign corporation owning over 95% of the stock of two 
domestic companies has a loss in one of these companies. Would a 
book transfer of this loss to the foreign parent company affect the tax 
consolidation situation of the domestic companies and in any way en-
danger their tax benefit for offset of loss against profits? 
A . The book transfer of a loss by a domestic corporation to its 
foreign subsidiary could, in our opinion, be interpreted as prima facie 
evidence that the foreign parent corporation had agreed to make good 
the loss of the domestic subsidiary; the transfer is equivalent to a con-
tribution by the foreign corporation to the domestic subsidiary and such 
a contribution might be regarded as income to the domestic company. 
We do not say positively that this interpretation would be given, be-
cause we think it is an open question whether the contribution would 
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be regarded as a non-taxable gift or not, but we think the unfavorable 
interpretation referred to is one that distinctly might, in the terms of 
your inquiry, "endanger their tax benefit for offset of loss against 
profits." 
If the transaction were the other way around, and a domestic cor-
poration were to take up on its books the amount of the income or loss 
of a foreign subsidiary, we do not believe the income would be taxable 
unless actually received as dividends, nor that the loss would be de-
ductible unless actually realized through liquidation of the subsidiary. 
It is not an uncommon practice to give effect to the profits or losses of 
foreign subsidiaries on the books of a domestic parent corporation by 
taking them up in accounts designated as investment appreciation or 
depreciation accounts, in which guise the transfers are not involved in 
the domestic company's income in any way. 
This procedure suggests to our minds that a similar course might 
be followed by the foreign parent corporation of a domestic subsidiary 
if the object of the transfers spoken of in your question is to permit the 
parent corporation to keep its investment account in the subsidiaries in 
consonance with the capital and surplus of those subsidiaries. Under 
this method the subsidiary would not require to make any entries for 
the transfer of the profit or loss, the only adjustments being made on 
the books of the parent corporation. 
D E P R E C I A T I O N — B I L L - B O A R D S 
Q. What is the rate of depreciation on bill-boards? 
A . The bill-board is erected on leased space, the lease usually being 
subject to termination on thirty days' notice in case of sale of the prop-
erty. The average life of these leaseholds, usually less than the average 
life of the bill-board itself (one client reports the leasehold averaging 
five years and the bill-boards six to seven years) determines the rate of 
depreciation. 
The principal element of cost in a bill-board is labor and trans-
portation of the crew and material, the actual cost of the material itself 
being relatively insignificant. The uprights deteriorate rapidly, and their 
replacement involves the reconstruction of the whole bill-board. 
Depreciation should, therefore, be based on the average term of the 
leaseholds. A reasonable value should be given to material salvaged 
from structures reconstructed on long-term leases or torn down on 
terminated leases, this value to be credited to the Undepreciated cost of 
the structures. 
COST OF C O N S T R U C T I O N 
Q. Under a contract for installation and realignment of equip-
ment which provides for 15% for overhead and 10% profit, kindly ad-
vise concerning the following items? 
1. Would (a) board of men 
(b) local railroad fares 
(c) actual cost of auto transportation fo men 
(d) estimated cost of auto transportation of men 
(e) incidental expenses of foreman 
come under direct cost of job? 
2. What would be the proper cost of materials from contractors' 
stock? 
3. Is it proper to figure the 10% profit on top of the 15% for 
overhead? 
A. In the absence of explicit understanding in the contract or of 
trade practices all direct costs of the work should be included. These 
costs comprise materials, payrolls, and any direct burden incurred with 
reference to the construction. The profit should be computed, in the 
absence of expressed stipulations to the contrary, on the total direct 
cost, including burden. The proper cost for materials would be the 
figure at which similar materials could be purchased for the work 
concerned. 
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